DEVOLUTION & DEVELOPMENT

However, he is quick to explain that these are symptoms
and not the disease ‘The guestion is: Why is the savings
rate low? Why are we unable lo diversify our exporis and
accelerate export earnings? Both these problems are
located in Pakistan's imited access social order — an
nsttutional framework which excludes most people from
entering Into the process of investment and competition in
the economy, he argues

The institutional structure, within which the economy has
functioned, is designed o exclude the majority of the people
from the process of economic growth. It s precisely an the
basis of this exclusicn, by restricling competiben lo the elile,
by restricting lhe process of investment o the elite, by
restricting high wage employment to the elle, that rents
are generated for the elite, which is uneamed income’, he
says He associates such rents with corruption

‘Corruption though immaoral is also a part of the same
phenomenon of giving unearned income to the elite,”
Akmal argues

He emphasizes the imporlance of social equity, saying that
t s important for sustaining democracy 2s well You cannot
run a palitical demecracy where the economy is by the elite

and for the elite,” he claims, ascerting that unjust economic
arrangements breed terronsm. "If you want to fight lerronsm
in the long run, then the elite must cpen up the economy.”

For that, Akrmal suggests "epening up markets for capital to
{he poor and middle class, giving them access to productive
assets, investible resources and high quality education and
health so that they can engage in investment and high wage
emplayment,” he says, adding if you open up the economy
to the middle class and the poor you will have 3 larger
number of people who will save and invest, thereby general-
ng 2 higher, more self reliant and susiainable growth

“As it stands, If you restnct your institubional struciure and
ihe econamic players, then you will have lower savings,
lower investment, less competition and greater inefhiciency
If you are getting subsidies from the government and
making large profits inspite of being inefficient, why should
you become internaticnally competitive, take risks ortry to
dversify industry and develop new products? There is no
incentive,” says Akmal, while criticizing the subsidy cullure
ol the economy

“Again, the institutional structure excludes people from
competition; its inherent incentive structure goes against

competition, it goes against efficiency and creates disincen-
tves for producimty increase, innovation, risk taking and
hard work,” he explains

He further highlights the grave scenario of unemployment
in the country exclaiming, "There are 70 mill.on people who
are young and locking for jobs! Right now, you do not even
have the capacity to generate 7 million jobs in the next five
years, China and India have five year plans, but Pakistan
has decided to do away with five year plans!”

Aboul Pakistan s polihical culture where most individuals
seek political power for personal ennchment, "we have a
patran-client model of governance, in which state resources
are used by politicians to transfer to their dependents or to
themselves or to other gavernment officials * says Akmal,
peinting out that this is the reverse of Ansiolle's saying
“‘when you enter the public domain you leave your personal
interests behind

~Interview by All Khizar

SUBSIDIE

MISSING

Social Protection or sacial ‘welfare’, as it 1s commonly
known, is an important component of state policy virtually
sverywhere inthe world Arguably, itisone of tha central
slements that define the state-citizen relationship. The
utility of sacial protection hecames even maore salient in
situations of an econormic downturn or in the aftermath
of a natural disaster

Pakistan is thus a perfect illustralion of a country thal requires
a well designed and an encompassing sooal protection
program. So what has been done in this regard and what
are the impediments? Before we dwell on this, it isimportant
10 be clear as to what we mean by social protection

Social Protection can be broadly defined as provisions that
'society provides fo individuals and households through
public and collecthve measures to quarantee them a
mimimum standard of lving and to protect them against
low or declining standards of living arising out of anumber
of basic risks and needs.” This includes different forms cf
social assistance as well as social insurance benefits
provided by the state. It is also impaortant that soacial
protection is conceptualised as disting from, yel linked to,
other social sectors, such as educatian, health, provisian
of clean water, etc

HE TARGET

Pakistan has an elaborate network of social insurance
programs —~ EDBI, Workers Welfare Fund, etc - but much
of this is gearad towards formal secter workers. Since
employment in the non-governmental formal sector is less
than 10 percent of the labour force, the relevance of such
social insurance programs, by the very design of the
schemes, is minimal Moreover, because much of social
nsurance |s contributory and does nat come from state
resources, we will concentrate lor now on the assistance
aspect of social protection

Palustan has a large number of social assistance programs
Food and fuel subsidies, housing schemes, etc, in addition
o Zakal, Baitul Mal and the Benazir Income Support
Program (BISP). Apart from Zakat, Bautul Mal and BISP,
most other schemes are untargeted

TARGETED VS UNTARGETED

Uniargeted subsidies are universal in character and benefit
both the rich and the poor. This is true for the food and
fuel subsidies prevalent right now as the non-poor dispro-
portionately benefil from them. Untargeted subsidies
mean thal scarce resources go lo subskdise the nch as
well as the paor

when the government initiated the BISP. there was a tacit
acknowledgement that it wishes to move from untargeted
to targeted subsidies. As we see in Figure 1, this pramise
has nat been fulfilled In fact, subsidies on fuel, electricity,
gas, sugar, elc have eaten up resources that could potentially
have gone to provide protection to the poorest and most
vulnerable sections of society. Thus one important impedi-
ment to appropnalte social protechon itself has been the
imperative to provide across the board universal subsidies

The extent of untargeted subsidisation, in turn, is because
of a number of reasons.

First, inefficencies and bad governance n the power sector
in particular and the public sector in general have cantrib

uted 1o this expansive process of universal subsidisation

Second, volatile international food and fuet pnces, particu-
larly since 2007, have contributed to the need to subsidise
some of these commdities for the population at large

Third, there is a lack of consensus amongst the population
on subsidisation for the poorest. In other words, the upper
and middle classes ol Pakistan have often used their political
voice and influence with the state to divert subsidies toward
themselves The recent subsidisation of fuel prices and
subsidisaticn of sugar last year are recent cases in point
g
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EXPENDITURE ON TARGETED AND
UNTAGETED SUBSIDIES

las a % of GOP}
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»BISP: AS THE FLAGSHIP
TARGETED SUBSIDY

The launch of BISP is an important development an
Pakistan's social protection landscape. Nol only did it
Increase allocations for social protection from roughly
Rs10 billion in 2007 to more than RsS0 billion in 2017, it
also channelled them towards a targeted subsidy to the
poorest and particularly to be dispensed amongst wormen
of the househaold

BISP's targeting inslirurments to dale have been less than
perfect - dependent on provision of Lists by parlamentanans
bul whetled through NADRA's database. Now a poverly
scorecard census 15 being conducted across the country.
Once the shift s made 1o the poverty scarecard, the syslem
will have a robust, transparent and verifiable system of
beneficiary selection This will also address one impartant
point of scepticism regarding political interference In the
choice of beneficiaries.

One frequently mentioned critique of BISP is that Rs1000
per month is an insufficient amount and that in the context
of high inflation its value has eroded further. While it 1s a
fact that the real value of this monthly social protectian
funding has eroded over the last three years, il still
constitutes belween cne-fifth lo one-sixth of the expendi-
tures of househaolds in the lowest incorne decile, The underly-
Ing trade-off is between the quantum of benefits and the
number of beneficiaries given the fiscal constraint. The
judgment to spread the benefits thin or lo concentrate them
s ulimately a political one and there are no better techne-
cratic solutions either

TEACH "EM TO FISH

Another frequently voiced critique of cash transfer
programs like BISP is that it promates a culture of depend-
ency — ‘rather than give themn fish, leach them to catch fish'
s the usual refrain. It goes without saying that ‘catching
fish' can be taught only to those who have some basic
human capital endowments.

EXPENDITURE ON TARGETED AND
UNTAGETED SUBSIDIES

las a % of GDP)
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Reduction Strategy Paper (PRSP} Annual Repori-
Minisiry of Finance, various,

For those who are categorised as 'ultra poor with virtually
no education and weak health indicators, the priority will
have o be lo provide them with resources lo meel their
basic nutriional and other life sustaining needs beflore they
can be put through programs to catch hish. As such, a cash
transfer for the ultra poor has to be distinguished from that
Intended for those able and willing to improve their human
capital endowments.

Having said this, in due course, BISP should make a
transition from unconditional to conditional cash transfers.
Ihese conditions could be: whether children are sent to
school; or being vaccinated, or whether mothers have
aceess to medical facilities far ehild birth, elc. This i1s how
cash lransfers work in middle income countries [Mexico
and Brazil are lwo examples! Inour case, however, before
we iniliate conditionality to the cash transters, it s important
that BISP consclidates itself and thal the requisite facilities
for education and health are provided.

A carmparative picture of social sector [education and health)
dllocations with BISP is provided in Figure 2 We seg tha
contrary lo popular perception, BISP has not poached on
social seclor budgets. We also see thal there has nol been
any appreciable Increase |n sacial sector allocations as a
proportion of GDP

Since education and health [along with most other sacial
sector areas) are now exclusively provincial subjects, one
should expect that in the coming years greater prion tisation
to social sectors should come forth. The Eighteenth Amend-
ment and the 7th NFC Award have created the requisite
administrative and fiscal conditions to realise this

NEED FOR OTHER SOCIAL
PROTECTION INSTRUMENTS

In a sltuation where inflation and unemploymenl rates
are high and social service delivery poor, a much larger
cohort needs to be protected and, through other
instruments, be provided if increasing levels of poverty
are to be effectively addressed,

It is indeed the case that high food inflation and a lack of
ermployment opportunities necessitate a broader social
pratection net then what is provided Given the volatility in
international food prices and the inability of the administra-
tion to insulate domestic prices, a targeted food subsidy
should have been introduced by those in power presently

The federal and provincial governmenlts, however, chose
lo stick ta universal subsidies through the utility stores
network, Ramadan packages and the sasii roti scheme. In
each of these pragrams, it 1s iImpossible to determine the
number of beneficiaries and their socio-economic character-
Istics. The numbers can be [arge or small and beneficlaries
can be rich or poor for the simple reason thal the schemes
are by and large untargeted. Without a beneficiary list and
a system of verificalion, the nan-poor also become
beneficianes of these schemes. In fact, the more entrepre-
neurial of them have the Incentive to arbitrage the
subsidised goods being sold with the higher prices prevail-
ing in the market

Prolecting the poor and the vulnerable will thus require a
targeted food subsidy, Based on a mechanism where the
poor are identified — potentially this can be done through
the poverty scorecard — they can be provided a basket of
subsidised food lems

I'he network of Ulllity Stores 1s an existing assel thal can
be used for this purpose and iIf necessary it should be
extended to areas hitherto uncovered. This is one area
where a change in Institutional design is a more important
requirement rather than resource allocation, given the
allocations that are already made lor wheal and sugar
subsidies, the Ramadan packages and Ihe sasti rati scheme

Creation of an employment program, hawever, will require
considerable resources. |ts utility, however, is not only that
it will provide employment in the short-run but that it will
help in developing amall infrastructure at the local level

Such a scherme can be inibated ina phased manner in areas
affected by the war on terror and by the recent floods. An
empleyment programme that provides 100 days of empley-
ment in a year to unskilled workers should be initiated in
a phased manner In the first phase, the scheme should
be introduced in FATA, Balochistan and the flood-affected
districts across the country. Rough costing carred oul for
a phased program comes Lo roughly Rs40 billion,

If the gavernment |s able to reduce untargeted subsidies
as envisaged, essentially by streamlining the power sector,
only then the underlying conditions needed for social
proleclion to lake roat in Pakistan will be created. Ultimately,
the country's upper and middle classes will also have to
acknowledge that it 1s the poor and not them who deserve
to be subsidised by state resources
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